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Pace Student
Vol. X

New York, December, 1924

C RISTMAS
H
TIME
draws
close
Christmas time with its fragrant incense of
good-fellowship, good-will, and good-cheer.
Halted—at least for a fugitive moment—will
be achievements, purposes, and thoughts
that are ignoble or selfish. The universal
heart will be unlocked, and once more the spirit of disin
terested self-giving will be abroad in the land, illumining
all things human and making them in part Divine.
At this mellow time—Christmas time—through The
Pace Student, your magazine, we give you the hearty
handclasp of the fullest friendship. We sympathize with
you in the disappointments and disillusionments that may
have come to you during the past twelve-month, and in
the worthy purposes that may have been cheated of im
mediate fulfilment, even as we, on our own behalf, crave
your sympathy for similar whims of fate. We congrat
ulate you, however, upon the success that you have won
because you have deserved it, upon the lofty hopes that
you have realized, and upon the earnests of future ac
complishment that you have evidenced by intelligent
self-appraisement, self-command, and self-guidance.
And we bespeak for you in the days that lie ahead a
keener sense of values, a deeper understanding of the things
that count, a higher resolution, and a more sweeping vision
than have been yours heretofore; and may all this self
development,which will fructify in the kind of success that
brings happiness, find its beginning in the spirit of good
will toward all men—the spirit of Christmas time.
Written for The Pace Student in
December, 1916, by the late Horatio N. Drury
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Accounting Procedures in Modern Hotels
Graduation Thesis Submitted by Joseph Olsson,
Pace Institute, New York

The guest’s knowledge of the administrative or
ganization of a modern hotel usually ends at the
hotel desk. However, within the four walls of a
modern hostelry may be found an accounting or
ganization as large as that of many an organiza
tion that markets a commodity rather than a
service. Joseph Olsson, in his graduation thesis,
has presented a concise and interesting account of
the accounting procedure necessary to record the
financial results of the operations of the modern
hotel.
—THE editor.

NLIKE other business enterprises, a hotel
keeps two sets of records—one at the front
office, where the patrons of the hotel
register; the other in the Auditor’s office for con
trol purposes. The law specifically states (General
Business Law, Section 204) that a hotel must keep
a permanent record of all arrivals and departures
at the front office, showing the name, residence,
date of arrival, and date of departure of all guests;
hence the necessity for the first of the two sets of
records. The need for the second set is obvious.
This article will best serve its purpose—to give
a general idea of accounting work in a large hotel—
if the record of each financial transaction in the
front office records and in the general books of
account is illustrated in the order of the happening.

U

A prospective guest may make a telephone or
written request to have a room reserved for him
for a certain date. For the purpose of keeping
track of these reservations, the room clerk is pro
vided with a small diary, in which he enters under
the proper date the name of the prospective guest
and the price of the room which the latter desires.
A few days in advance of the date of the reserva
tion, the room rack clerk selects a suitable room and
places a card of a distinctive color (red, blue,
green, etc.) in the rack for the room which will be
available when the new guest arrives. This
special card, indicating a room reservation, is
replaced by a white card when the guest arrives
and registers.
The numbers of occupied rooms are checked off
daily in a record called a “room count book.”
(Form 2). This record is used chiefly for the
purpose of keeping track of occupied and unoc
cupied rooms, and is consulted from time to time
as arriving guests ask for rooms. It also serves a
useful purpose in representing the total day’s
earnings from rooms. A separate page or sheet is
used for each day. Each sheet is ruled in such a
manner that the total number of rooms in the
hotel will be listed on one sheet.
Date...............19
Room Adults
Number

Chil
dren

Rate
Per
Day

Room Adults
Number

Chil
dren

Rate
Per
Day

Initial Record
A patron or guest (the latter term will be used
throughout this article), upon arriving at the hotel,
writes his name and residence in a record kept at
the desk in the front office, known as a “hotel
register,” and the room clerk inserts opposite the
guest’s name the number of the room which is
assigned to him. A transcription of certain details
is then made by the room clerk on a “room rack
card.”
Room Name of Address No. of
Number Guest of Guest Persons Rate
In Room

Date of Date of
Arrival Depar
ture

Form 1—Room Rack Card

This card is filed numerically by room number,

and is removed from the rack upon the guest’s
departure.

Form 2—Room Count Book

Guest Ledger
The room charges are posted to accounts opened
in a guest ledger (Form 3). This record is kept
at the front office in order that a guest may not
be inconvenienced by delay when he wishes to pay
his bill, for he may depart at any moment.
The guest ledger is a subsidiary ledger, and
corresponds to an accounts receivable ledger in a
commercial organization. The bound form of
ledger is not practicable for recording charges to
various guests’ accounts, being too bulky; and
therefore the majority of large hotels use either
the loose-leaf system or the card system, the latter
being preferable because of the ease with which it
can be handled. The cards are filed either alpha
betically by the name of the guest, or numerically
by room number. The former is the better of the
two methods of filing, for two reasons—first, the
probability of misplacing a card is not so great;
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and, second, if through accident a card is misplaced,
there is always the possibility of locating it filed
in its proper order but under a different letter of
the alphabet; whereas under the numerical system
it is practically useless to search for a misplaced
card.
Name of Guest........................................
Room Number...................
Rate per Day....................
Month of............................
Date

1

2

3

4

5

6

7

Balance
Charges:
Room
Restaurant
Valet Service
Etc., Etc.

Total Charges:

Credits:
Allowances
Cash
Total Credits
Balance Forward

Form 3—Guest Ledger Card

The form of guest ledger card shown provides
for the recording of charges of each account over a
period of seven days or one week, a column being
used for each day of the week. The various items
chargeable to a guest’s account, which are listed at
the extreme left of the card, are totaled daily; the
credits, if any, are subtracted therefrom; and the
balance is carried forward to the next day. This
procedure is duplicated for each day of the week,
at the end of which time, if the guest is still stopping
at the hotel, a new card, extending over a similar
new period, is prepared, and the old card is filed
alphabetically in a binder for future reference in
the event that it becomes necessary to make refer
ence thereto.
Arrivals Sheet
At the end of each day a transcript is taken from
the hotel register of arrivals during the day. This
transcript is known as the “arrivals sheet,” and is
in practically the same form as the room rack card.
A copy of the arrivals sheet is sent to the auditor’s
office, where it is used as the basis of an entry in
an earnings record, which is described in detail
and illustrated under the heading “General Books.”
It is not deemed desirable to give a description
thereof at this time.
If the hotel wishes to keep separate the charges
to permanent guests and to transients, two control
accounts are provided in the general books—one
for “permanent guests,” the other for “transients”
—and the guest ledger cards kept at the front office
are segregated into two divisions, each division
having its own controlling account. The hotel
under consideration is assumed to have but one
account in the general books controlling the ac
counts in the subsidiary guest ledger record.

Income from Restaurant
It is now in order to show how a hotel records
the income received from the operation of its
restaurant.

There are two plans under which the majority
of hotels are run—the American plan and the
European plan. Under the American plan the
charge per day includes room and meals. It is
evident that a hotel must have some means of
determining that meals are being served to guests
of the hotel only, and this is accomplished by what
is known as the “American plan check system.”
Under this system a guest writes out his own order
for each meal, and the signature is compared with
the signature in the front office records. This
system not only controls the serving of meals to
the proper persons, but gives information as to
the most popular dishes, and the management is
thus able to regulate the amount of supplies to be
carried on hand.
Under the European plan a guest pays separately
for his room and for his meals. Each waiter
receives a pad of checks, consecutively numbered,
from the restaurant cashier, who enters in a record
known as a “waiters’ check register” the name of
the waiter and the numbers of the checks given
to him. When a guest pays the waiter the amount
of the check, the waiter turns over to the cashier
the check and money received, whereupon the
cashier checks off the number in the waiter’s
check register, showing that the waiter has prop
erly accounted for the check. If the guest desires,
he may sign his order and have it charged to his
account, but this must be done only upon authority
received from the head waiter. The signed orders
are given to the cashier, who ticks off the number
from the waiter’s check register. The checks are
then sent to the front office for entry in the guest
ledger.
At the end of each day the restaurant cashier
prepares a report of the dining-room receipts and
transmits it with the cash to the auditor’s office.
Date...................

Dining Room Receipts

Distribution
Check Number Name (if charge) Cash Charges

Food Cigars Misc.

Form 4—Restaurant Cashier’s Report

This report forms the basis of an entry in the
earnings record.

Miscellaneous Income
Two of the most important forms of hotel income
have been described in detail. In addition, there
are other sources, such as laundry, telephone,
cigars, etc., from which income is received. These
latter forms of income will be touched on briefly.
Laundry—Laundry lists are kept in each guest
room in the hotel. When a guest wishes to have
his laundry done, he fills out one of these lists,
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attaches it to the package, and hands the package
to a bell boy, who in turn delivers it to the laundry.
When the articles are laundered, the package, with
the original slip thereon, is sent to the guest’s
room, and a charge slip is forwarded to the front
office for entry in the guest ledger. At the end
of the day the front office transmits all laundry
charge slips and the cash to the auditor’s office,
where an entry is made in the earnings record:
Telephone—Care must be taken to see that
guests are charged with telephone calls that are
properly chargeable to them. To that end a
record, which may be called a “record of telephone
calls,” is kept at the switchboard. (Form 5).
Number.......................

Date...............................
Operator.............................

Time
Number Con
Called nected

Time Amount Amount Charged
Dis
Room Remarks
Col
con
No.
lected
nected
Guest House

Form 5—Record of Telephone Calls

Charge slips are made out for each call chargeable
to a guest. They are sent to the front office, where
the charge is posted to the guest’s account in the
guest ledger. If the guest pays cash to the
telephone operator for his call, the amount thereof
is entered in the amount collected column. At
the end of the day these telephone call sheets and
the cash are forwarded by the telephone operator
to the auditor’s office, where an entry is made in
the earnings record.
Cigars—A guest may pay for cigars purchased
by him at the cigar stand, or he may have the bill
charged to his account. In the latter case, the
clerk at the cigar stand Sends a charge ticket for
the cigars purchased to the front office, where an
entry is made in the guest ledger. At the end of
the day the cigar stand clerk prepares a report and
transmits it and the cash to the auditor’s office.
(Form 6).
Date.....................................

On Hand
Sales
Guest’s
On Hand
Re
At Be
Name Total At End
Sold Of Day
Brand ginning ceived Total
(If
Of Day
Cash Charge Charge)

Form 6—-Cigar Stand Report

From this report an entry is made in the earnings
record.
Miscellaneous—Other sources of income include

valet service, barber shop, manicure parlor, etc.,
which do not require detailed comment, for the
recording of such income does not differ materially
from the forms of income previously described.

Leasing of Privileges
In the event that these privileges are leased to
concessionaires, the latter generally enter into an
agreement with the hotel whereby guests are
permitted to purchase goods on credit and have
the bill charged to them on the hotel books. The
hotel reimburses the concessionaire for all such
purchases, provided the latter makes reasonably
sure that the purchaser is a guest at the hotel.
In all other cases the hotel takes responsibility
and stands the loss if the guest fails to pay for the
articles purchased.
The accounting work is considerably reduced
when privileges are leased, because of the fact that
but one classification, namely, “rent income,”
appears in the earnings record instead of a number
of classifications.
Front Office Cash Records
Before passing on to a detailed explanation of
the expenditures incurred by a hotel, it may be
well to give a brief description of the cash records
kept at the front office.
There is kept by the cashier a “cash receipts
register” in which is entered all cash received from
guests in payment of their accounts. Credit is
made to the guest ledger accounts from this record.
The cashier transmits the receipts to the auditor’s
office at the end of the day, from which office the
bank deposit is made. A report accompanies the
receipts, and is used as the basis for art entry in the
general cash record.
For the purpose of recording cash disbursements
a “Petty cash disbursements record” is kept, con
taining a number of debit classifications, such as
house supplies, repairs, stationery, printing, etc.
This record is operated on the Imprest basis. At
the beginning of each week the cashier receives
from the auditor’s office a fund of $1,000 (more or
less according to the custom of the hotel). All
petty cash disbursements are supported by
vouchers. Upon transmission of these vouchers
to the auditor’s office, the cashier receives a check
for the total amount thereof, thus bringing the
fund to its original amount. At the time of the
replenishment of the Imprest fund appropriate
entry is made in the general cash record.

Purchases
It is important that a hotel control its purchase
expenditures, and to that end each purchase order
is supported by a requisition signed by the head of
the department for which the purchase is to be
made. All purchases are made by a purchasing
agent.
Every large hotel has a receiving department,
where the goods purchased are received, inspected,
and checked, and after classification as “direct” or
“stores,” are sent either to the department order
ing the goods or to the storeroom.
(Continued on page 14)
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Importance of the Verification of Inventories
An illuminating address by Walter E. Sachs, Esq., of the banking house of Goldman &
Sachs, New York, delivered at the all-day and evening conference of the
New York State Society of Certified Public Accountants, held at
the Waldorf-Astoria Hotel, New York, on October 15th
HE opportunity to say a few words to this
representative group of accountants is one that
I grasp with a considerable degree of eager
ness. It is a distinct pleasure to me to meet this
gathering—it is like seeing old friends, for I have
become familiar, after many years of statement
reading, with the signatures of many of the firms
with which you are affiliated.
Representing, as I do, a house which has been
judging credits for over half a century, and which,
during that period, has been considered in the fore
front of any movement to improve conditions
under which credit is granted, I know you will bear
with me if I touch briefly on one point on which,
in my opinion, there is still room for very great
improvement. I refer to the manner of verifica
tion of and certification to the correctness of
inventories.
The general topic adopted for discussion at your
conference today is I understand that of “Commer
cial Frauds.” I can think of no item in the balance
sheet of a merchant or a manufacturer that lends
itself more readily to misrepresentation than the
item of inventory, and none where such misrepre
sentation might more easily escape detection.
The verification of liabilities and the analysis of
accounts and notes receivable are simple matters
for the accountant, in comparison to a verification
of the quantities and a determination of proper
values of merchandise, raw material, and goods in
process.
There would appear to be no more intricate
question than the determination of varying
methods of valuation in different types of goods.
A universal rule of “cost or market, whichever is
lower” can hardly be adopted. There are oc
casions, in great inflationary periods for instance,
when even such a standard is hazardous—when
special inventory reserves should be set up against
the day of rapid deflation. The accountant must
therefore display, it appears to me, in regard to
inventory certification, better judgment than in any
other department of the audit. He must become
something of a merchant as well as an economist in
considering inventory valuations.
This difficulty regarding the inventory item has
been recognized by bankers and accountants for
years past. Nevertheless, little progress, it appears
to me, has been made in a standardization of certifi
cates as they refer specifically to inventory. I
think it would be quite possible to select at random
fifty balance sheets bearing the certificates of
different accounting firms and find fifty totally
divergent methods of phraseology in regard to the
inventory items.

T

In this discussion I need hardly stress striking
cases of misrepresentation of inventory, such as the
inclusion, in the item of accounts receivable, of
amounts owing a parent company by subsidiaries,
which are really to be included as part of inventory.
An outstanding case of this type was reflected in
the audit of a large manufacturing concern that
markets its goods through its own chain of agencies
and retail stores. These agencies and stores are
owned by subsidiary companies, the capital stock
of which is owned, in turn, by the parent company.
The statement of the parent company for years
included in its accounts receivable item several
million dollars of accounts receivable owing by the
subsidiaries, when in fact these accounts repre
sented, to the extent of at least 50 per cent.,
merchandise carried in the retail stores. Natur
ally, the statement presented an entirely incorrect
picture of the company’s inventory and of the
relation of the inventory to annual sales. And
yet, it was only after some effort on the part of
the banks giving credit to this company that the
company’s officials, as well as its auditors, were
persuaded to set up clearly the amount of “mer
chandise at company’s agencies and stores.”
This was done in the parent company’s consoli
dated balance sheet—a procedure that disregarded
the fiction set up by the subsidiary companies.
Nor need I mention so pure a fiction as that of a
tanning concern which consigned hides to affiliated
companies, taking advances from the latter against
the process of tanning, and listing as the amount
of inventory in its own statement the total of
hides, less advances—that is to say, the net amount
of inventory only.
I need also hardly refer to such gross misrepre
sentation as the recording of fake sales just prior
to the time of taking inventory and of making
statements—that is to say, padding accounts
receivable and depleting inventory, and reversing
the process immediately after statement date
through so-called “returns.”
Such frauds and misrepresentations as those
just indicated, and others of a similar nature, can
usually be discovered, I believe, by an alert ac
countant, particularly after a working knowledge
of a business has been acquired over a reasonable
period of time.
Hardly less objectionable in its tendency to
misrepresent was the custom adopted in certain
packing-house audits of stating the inventory item
as “merchandise, including consignments, less
drafts drawn thereagainst.” In one case such
consigned merchandise, had it been added to the
total inventory figure as should have been done,
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would have increased the inventory almost 80%—
and would have increased liabilities to the extent
of many millions of dollars.
I do wish, however, to refer specifically to the
verification of quantities and values, and to the
phrasing of certificates as they relate to those two
points. The banker wants nothing more than a
clear-cut statement of fact, a plain, easily under
stood explanation of what the accountant has or has
not done in connection with inventory verification.
I recall a certificate which stated that the ac
countant had “audited the books and accounts of
.................. and we certify that the above balance
sheet sets forth the true financial condition of the
company at that date.” Apparently nothing
could state more clearly the completion of a com
prehensive audit. Yet, as a matter of fact, the ac
countant had never checked up or made any tests
whatsoever of the inventory. He had merely
accepted figures as submitted by the president of
the company. It developed later that this official,
the company’s chief stockholder (it was a close
corporation, with only three or four stockholders
in all), had systematically padded the inventory
figures over a period of three or four years, mean
while paying large dividends. And yet, two
months before the crash came, the accountant
had stated in his certificate that the balance sheet
“set forth the true financial condition.” What
could have been farther from the truth? The
balance sheet failed as completely to reflect a true
condition as if the accountant had omitted to set
up adequate reserves against long overdue or un
collectible accounts receivable, or had neglected
to list all notes payable.
It appears to me that the form of blanket
certification just referred to is the most dangerous
type of all. Far better that the certificate contain
a frank admission that inventory was not verified,
but merely accepted as submitted by officials of
the company. This is frequently done in a very
clear and concise manner. Thus, I have seen
certificates reading, “We have examined the books
and records of...................... for the year ended........
We hereby certify that, subject to the inventories,
which we did not verify, the above balance sheet
fairly sets forth the financial condition of the
company”—not a complete audit to be sure, but
at least the credit-giver is definitely put on notice
as to its incompleteness.
It stands to reason that the ideal certificate is
that in which the accountant clearly and definitely
states that inventory sheets were checked in
detail with stock records, that sufficient tests were
made by the accountant in respect of values to
satisfy him that inventory totals are correctly
stated and values properly taken.
The banker realizes the difficulty of persuading
every business house to submit to the extra expense
and additional time involved in an actual and
complete verification of inventory. I do not mean
to imply that such verification must be a sine qua
non of every accountant’s audit. Bankers have
extended credit in the past on faith, on a complete
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reliance in the standing and integrity of the bor
rower. Bankers will no doubt continue to give
credit in special cases in that way. We cannot
expect as complete an array of facts from the very
occasional borrower of large means as from the
borrower who is using his credit to a fuller extent.
The amount of detailed information required is a
business question for the credit-giver to decide.
I do believe, however, that the banker is entitled
to a clear and unmistakable statement of what the
accountant has or has not done. The certificate
should state either that the inventory is taken as
submitted by the company’s own officials and that
the audit reflects a true condition subject only to
that reservation, or that the auditors have them
selves made sufficient tests as to quantities and
values to certify to the correctness of inventory
figures.
I think, therefore, there should be admitted to
usage only two kinds of certificates—what might
be called a gold-medal certificate, on the one hand,
and, shall I say, a tin-medal certificate, on the other
—only we must be informed that the latter is of tin.
Right here, permit me to say that accounting
firms should include in their organizations men
experienced in judging various lines of merchandise.
I do not see why such organizations should not
have members with some experience in and
knowledge of textiles, of food stuffs, of rubber
goods, of iron and steel products, and so on. Such
men would naturally keep in touch regularly with
developments in the special trades related to such
goods, and would thus bring to bear a special
knowledge, invaluable in the completion of audits.
I venture to say many of your firms are already so
organized. I should like to see the day when no
accounting firm would fail to include a number of
such men.
It is difficult to understand that so compara
tively little attention has been paid to inventory
in the auditing of countless business concerns.
When you consider that inventory is really the
lifeblood of most businesses, this becomes all the
more startling a fact. It is true that in some types
of business, inventory is of secondary importance.
I refer to such businesses as, for instance, dealers
in crude rubber and importers and dealers in hides
and skins. In the audits of such concerns, ac
counts receivable are naturally of first importance
—for comparatively little inventory is carried for
own account. But these are exceptional cases.
In most businesses, inventory turnover spells the
difference between success and failure, between
profits and losses. Frequently, with no dishonest
intention whatsoever, business men delude them
selves as to the value of their stock of goods. It
is far easier to determine the realizable value of
cotton goods in the grey or of raw silk than it is to
determine the realizable value of hairnets or of
fancy buttons when the fair sex take a notion to
change the prevailing styles.
And yet, auditors have, in the main, paid less
attention to inventory verification than to any
other phase of an audit.

1924

Pace Student

The statement has been made that a certificate
must contain as few words as possible—that
brevity is essential for obvious reasons. It is
argued that reference can at all times be had to the
fuller report that usually follows the comple
tion of an audit. It is stated that these fuller
reports usually explain in detail the exact work
that the accountant has performed. Accountants
have told me that brief certificates are given at
the special request of bankers and dealers in com
mercial paper themselves. I cannot agree with
that point of view, and desire right here to register
a protest as a dealer in commercial paper. Ob
viously, the fuller accountant’s report cannot be
broadcast to the hundreds of banks that purchase
commercial paper names. These banks are fur
nished with copies of the audited balance sheet,
bearing the usual abbreviated accountant’s certifi
cate and his signature. I believe that these banks
are entitled to a plain statement on the face of the
balance sheet, setting forth the type of audit
that has been made. It is customary to make a
clear statement as to the status of accounts re
ceivable. Why should it not become also a cus
tom to make a clear statement as to what has
been done in connection with inventory verifica
tion?

This could be accomplished, it seems to me, in
one of two ways. Either, under the heading of
Inventory in the body of the statement, there
could be inserted some such wording as “Inventory
at cost or market, whichever was lower, quantities
and values having been subjected to tests by our
auditors, so as to satisfy them as to the correctness
of same” (I leave it to your ingenuity and to your
command of language to greatly improve upon
this wording); or, if it was considered desirable,
some similar wording should always be included
in the certification appearing at the foot of the
balance sheet.

I can state it as a fact that dealers in commercial
paper are always required to supplement the audi
tor’s balance sheet with a statement as to inventory
valuation. Banks buying commercial paper ask
many questions, but none more frequently than
that regarding the proper setting up of reserves
against accounts receivable and that regarding the
method of taking inventory. Why, therefore,
should not the answers to these two universal
questions be clearly anticipated on the face of the
balance sheet? The one regarding accounts re
ceivable is—why not the other? And yet, it
appears to me that in seven out of ten audits, the
inventory question is totally ignored.
It appears to me that this subject might well
engage the particular attention of the properly
appointed committees of your various accountants’
societies. That such bodies as the Robert Morris
Associates, the American Bankers Association, and
other banking organizations are ready to cooperate
with you, there can be no doubt. Some nearer
approach to standardization on this point seems to
many bankers highly desirable.
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In a protracted period of steadily rising prices,
such as the world witnessed, with little interrup
tion, during the first twenty years of this century,
inventory values did not loom up as so important
a factor. Prices usually were higher at the end of
any given year than at the end of the preceding
year.
But at the present time, when it is not at all
unthinkable that we are only in the beginning of
a period of declining price levels, or, in any case,
in a period when sharp advances and declines of
price levels may reasonably be expected, the ques
tion of inventory valuation looms big. It seems
to me that audited statements will come to be
considered as of little value in the future unless
definite reliance can be placed on the certification
as it relates to inventories.
The standards set up by societies of accountants
are so very high, and accounting has come to be
regarded, not as an occupation, but as a great and
influential profession, that a unified effort to
eradicate this, may I say, last point of laxity in
accounting practice, is no more than the business
and the banking community has a right to expect.
Such an effort will be considered, I believe, the
most constructive forward step in good accounting
of the last decade, and will help to place on a still
higher plane the honored calling of which you are
members.

A Reader’s Query
AS a point of information will you please rule
which of the following sentences is gramma
tically correct:
“The .................. Company, which operates
approximately 800 Ford cars, has standardized on
Fordol, .................. Oil Company product.”
“The .................. Company, who operates ap
proximately 800 Ford cars, etc.”
The question involves the use of the relative pro
nouns “who” and “which,” and has been the
cause of considerable discussion as to what is the
correct usage in the above case.
Answer:

Ordinarily the relative pronoun “which” is
used to refer to inanimate objects. Used in the
singular the word “company,” suggests an inanimate
idea. Your first sentence is, therefore, the prefer
able form.
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Notes on the Uniform Sales Act
By Alfred F. Upson, LL.M. of the Law Faculty, Pace Institute, New York
ALES of goods in twenty-eight of
Under this rule come those contracts
the United States of America are of sale in which the goods are to be
governed by statutes which have manufactured as per order. The de
been adopted from time to time, and
liverable state is the state in which the
which, taken collectively, are known as thing to be sold must be, in order to be
the American Sales Act, or Uniform the very article contracted for by the
Sales Act.
buyer. Williston states in his work on
In this article, the first of a series, Sales that it is not necessary that the
the purpose is to formulate and compile work to be done by the seller shall be
a set of rules that will enable a person to such as to change the character of the
determine when the property or title in goods; that an obligation to pack or
goods passes in our present-day com load the goods will make this rule appli
mercial transactions.
cable, if such was the seller’s under
At the outset, a distinction must be taking.
made between a contract to sell goods
Rule 3—When goods are delivered
in the future and a present sale. This
distinction is necessary because upon it to the buyer on approval or on trial
depends whether the title passes to the or other similar terms, the title
buyer or remains in the seller. If the passes when the buyer has expressly
title in the goods has passed, the agree or impliedly signified his approval.
This approval may be by the actual
ment has become executed and is a
sale; if the title has not passed, the approving words of the buyer, or by an
agreement is executory and is a contract act or acts adopting the goods as his
of sale. This is true regardless of the own. Again it may be evidenced by a
payment of the price. Unfortunately, retention of the goods without notice
the decisions do not always properly beyond the time agreed upon in the
make this distinction, and much con contract, or, if no time had been fixed,
fusion has arisen because of the frequent beyond a reasonable time.
use of the terms “sale” and “contract
Rule 4—When goods are sold “on
of sale,” or “contract to sell,” inter sale or return ” or upon other
changeably.
terms giving the buyer an option to
Contracts of sale are based upon return the goods, the title passes to
mutual assent; and, therefore, the in the buyer on delivery, but may be
tention of the parties determines pri revested in the seller by the return
marily the question when the title or tender of the goods by the buyer
passes. This intention may manifest within the agreed time, or, if no
itself in the form of the words used or time is agreed upon, within a
in some abbreviation or trade term, as reasonable time.
F.O.B., C.I.F., or “on sale or return.”
This intention may also be implied
Rule 5—In a contract to sell un
from the existence or non-existence of ascertained goods or future goods by
the goods at the time the contract is description, the title passes when
made; or from other facts and circum goods of that description in a de
stances, including the conduct of the liverable state are set apart or appro
parties.
priated to the contract, by or with
The rules for ascertaining the inten the consent of either buyer or seller.
tion of the parties as to when the prop
In the case of Bundy vs. Meyer, 148
erty or title in goods passes, in the ab Minnesota reports, the court said, in
sence of an express agreement to the commenting upon this rule, “....the
contrary, may be classified and enumer title passes when goods of that descrip
ated as follows:
tion and in a deliverable state are un
Rule 1—In an unconditioned con conditionally appropriated to the con
tract to sell goods in a deliverable tract, by both parties, or by either
state, the title passes from buyer to party with the assent express or implied
seller at the time the contract is of the other. There may be an appro
made, whether or not there has been priation without either payment or
delivery. The essential thing is that
any payment or delivery.
the goods must be ascertained and
This rule applies when the goods are applied irrevocable to the contract.
identified and there remains nothing to The fact that the buyer refuses to accept
be done by the seller or buyer other the goods does not negative an appro
than the delivery of the goods and the priation if the goods in fact meet the
payment of the price. If the payment requirements of the contract.”
of the price is a condition this rule does
The question as to what constitutes
not apply.
the implied consent on part of the buyer
Rule 2—In a contract to sell, necessary to pass the title was decided
where the seller is bound to do some in the New York case of Boiko vs.
thing upon the goods to put them Atlantic Woolen Mills (195 Appellate
in a deliverable state, the title does Division 207). Here the contract was
to sell a bale of worsted clippings to be
not pass until such thing be done.

S

sorted from a mass of clippings. A
majority of the court held that, “title
would pass when the bale was made up,
tagged, and put aside, in a deliverable
state awaiting the call of defendant’s
truckman. That would be an uncondi
tional appropriation of these goods to
the contract with the implied consent of
the buyer. The consent of the defend
ant may be implied from two circum
stances: (1) The defendant sent its
truckman for the goods; he came at an
hour it was not possible to make delivery
and refused to wait for five minutes.
His refusal was not on the ground that
the goods had not been selected or in
spected by the defendant, nor was there
any claim on part of defendant on the
trial that it had the right to inspect.
(2) The defendant, by not claiming the
right to make an inspection or to inspect
the goods after the selection, vested the
vendor with the implied authority to
make the selection and thus vest the
title in the vendee.”

Rule 6—In a contract to sell, if the
seller, in accordance with the agree
ment, delivers the goods to the
buyer, or to a carrier or other bailee
for the purpose of transmitting to
or holding for the buyer, he is
presumed to thus appropriate the
goods to the contract and thus pass
the title.
In commenting on this rule Mr.
Williston states “that when several
things are to be done by the seller to the
goods, it is to be assumed that the parties
entered the appropriation to be deferred
until the last of these acts has been done
........ Where, as in the case of ship
ment by carrier, the last of the acts
which the seller is to perform to put the
goods out of his control, there is an
added reason for selecting that time.
Though the buyer may assent to an
appropriation of the goods while still
wholly in the seller’s control, even
though the seller is bound by his con
tract to deliver them to a carrier, yet in
the absence of a clear expression of that
intention, it is a mere inference where
by the terms of the bargain the goods
are promptly to be put in the hands of
the carrier, that the property does not
pass until that has been done.”
The Sales Act redeclares what was a
well settled rule. This rule should be
taken in connection with rule 5; and
read in connection with the next rule
herein stated.
Rule 7—If a contract to sell re
quires the seller to deliver to the
buyer, or at a particular place, or to
pay the freight or cost of trans
portation to the buyer, the prop
erty does not pass until the goods
have been delivered to the buyer,
or reached the particular place.
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Under this rule come contracts known
as F.O.B. contracts. These letters
represent the words “free on board.”
In connection with transportation by
water, the words indicate that the
seller is bound to put the goods free from
expense, such as charges for packing,
storage, lighterage, or dock charges, on
board a vessel for transportation to the
buyer. The term has a similar signifi
cance where goods are to be transported
by rail. In the absence of qualifying
words, the F.O.B. sale means, free on
board from point of shipment.
This general rule is that in such con
tracts the title to the goods passes when
the goods are delivered at the point
where they are free on board. This
rule of course may be altered or modified
by other terms or by shipment under
bills of lading. The latter phase will be
discussed in a later article.

Ernest B. Cobb, C. P. A. (N. Y.)
A Graduate of the Extension Division, Pace Institute

rnest b. cobb, c.p.a., New

Mr. Cobb decided upon the profession
of accountancy, and entered the ac
counting department of the Standard
Oil Company of New York. He con
tinued in his employment with this
organization until 1917, serving during
the entire time in the capacity of
auditor. It was during his connection
with the Standard Oil Company that
Mr. Cobb enrolled in the extension
division of Pace Institute. He com
pleted the extension course in 1917 and
was awarded the certificate of gradua
tion.
Having completed his accountancy
course Mr. Cobb realized that he must
fulfil the professional requirements in
order to attain the goal he had set—the
HE annual meeting of the Ohio
C.P.A. certificate of New York. Ac
Society of Certified Public Account
cordingly, upon leaving the Standard
ants was held in Columbus, Ohio, on
Oil Company he accepted a position on
October 11. The following officers were
the staff of Perley Morse & Company, a
elected: C. A. Gano, Cincinnati, Ohio,
well known accountancy firm of New
President; W. D. Wall, Columbus, Ohio,
York City.
Vice-President; R. A. Hurst, Toledo,
In 1920, Mr. Cobb left Perley Morse
Ohio, Secretary and Treasurer. The fol
& Company to enter accountancy prac
lowing will serve as directors for the en
tice on his own behalf. In 1922, he
suing year: the above named officers;
received his C.P.A. certificate and con
E. A. Roden, Cincinnati; W. F. Vieh,
tinues in professional practice in the
Cleveland; W. E. Langdon, Columbus;
Hudson Terminal Building at 50 Church
and L. G. Battelle, Dayton.
Street, New York City.
The next annual meeting will be held
In addition to the affairs of profes
in Toledo during October, 1925.
sional practice, Mr. Cobb has been called
upon to serve in various corporate
capacities. He is director and secre
tary-treasurer of Jones-Smith, Inc., and
of Verdure, Inc., director and secretary
of George C. Jones, Inc.; and director
HE New York Stock Exchange
and treasurer of Keewayden Camps,
has recently adopted two resolu
Ltd. He is a member of the New York
tions that will require an audit of
State Society of Certified Public Ac
all member firms at least once every six
countants and is treasurer of the na
months or oftener for firms carrying
tional college fraternity of Alpha Chi
margin accounts and at least once a
Rho.
year for firms doing no margin business.
Mr. Cobb’s life is interesting in that
ERNEST
B.
COBB
The audit request to firms doing a mar
from his first business engagement
gin business will be in the form of a
after completing his academic work he
questionnaire which will be sent out at Cobb prepared this article were secured has been directly identified with ac
six month intervals or oftener. The audit during an accounting assignment which counting work—from his very valuable
which is requested must show the assets took him to Papeete in the island of experience in the accounting department
and accounts of the firm, and the securi Tahiti in the South Seas. The article of the Standard Oil Company to his
ties which are held for safe-keeping; and was a very interesting chronicle of Mr. present status as a full-fledged profes
when the questionnaire is returned to Cobb’s experiences and of the life and sional accountant.
His experiences
the exchange, a statement must accom customs of the people in that far-off reflect a well-planned vocational program
pany it to show that the required audit Pacific isle. Mr. Cobb also furnished with a definite aim in view at all times.
some very fine photographs to accom Liberal academic education, professional
has been made.
The second resolution covers the pany the article.
study, broad but intensive experience—■
requirement of firms doing no margin
Mr. Cobb is a native of New York these things account for the success
business to report at least once a year, State. He was born at Groton, N. Y., which has come to this young man.
or at the discretion of the committee on on April 18, 1881. He received his How could it be otherwise?
business conduct, whether or not securi early education in the town of his birth
and completed his high-school education
ties are held for safe keeping.
Any firm that holds securities in safe at Ithaca High School. Upon comple W. J. CHRISTIAN, C.P.A. (Alabama),
keeping must file a yearly statement tion of his high-school course Mr. Cobb and associates announce the acquisition
with the exchange to the effect that all entered Cornell University and was of the professional practice of Mr. C.
securities held have been checked and graduated from this institution in 1910 Palmer Parker, who is retiring from
with the degree of Bachelor of Arts. practice in the state of Alabama. Mr.
found intact.
By the passage of such resolutions During the summer vacation periods of Christian was recently elected to a
the exchange hopes to remove the possi his college years he was engaged in membership of the Council of the
bility of defalcations by providing a summer hotel management in the Cat- Alabama Society of Certified Public
skills. After graduation from Cornell, Accountants.
periodical check on securities held.

Ohio Society
of C. P. A.’S

T

Exchange Adopts
New Resolutions

T

E

York, is a member of the ac
countancy profession whose ac
counting assignments have often carried
him into foreign lands. Mr. Cobb, who
is a graduate of the extension division of
Pace Institute, is the author of the
interesting article, “A Pace Graduate
Visits the South Sea Islands,” which was
published in previous issues of this
magazine. The data from which Mr.
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Importing and Its Accounting Features
The second installment of an article by Francis A.M. Giordon,
a graduate of Pace Institute, New York, based on a
thesis submitted as a graduation requirement
(Continued from the November issue)

Bi lling D ep ar tm en t

Im port D ata

Memorandum Records Peculiar
must be produced in case of loss vary well as the commercial invoice in proof
to Import Business
with the nature of the claim and the of the claimant’s insurable interest. If
The work procedures in connection class of goods insured, but in every case the bill of lading is presented, it must
with the handling of the transactions of the policy or certificate of insurance be endorsed by the individual or firm to
an import business have given rise to must be produced as evidence that the whose order it was issued, and if the
the use of several records which supple underwriter, upon whom or upon whose claimant is someone other than the as
ment the books of account. The most agent the claim is made, has insured sured named in the policy or certificate of
important of these, and the most inter the goods. In addition, it is usual to insurance, the policy must be endorsed
esting from the standpoint of the ac require the steamship bill of lading, as by the assured.
countant, are the marine insurance
register, the shipment record, and the
cost sheet.
Sailings:
Name of Steamer:
Marine Insurance Register: Full
From: .
Routed
Via:
marine insurance coverage is essential
for the protection of the importer’s
To (Ultimate Des.)
Stops en Route:
business. The means by which this
Detail
of Shipment:
1.
_________
coverage is secured is usually an open
policy, under which certificates are
Shipper___________
2.__________
issued to secure individual shipments
Date of Shipment
3. _________
as they are reported to the agents of the
insurance company or underwriter.
Date of Arrival
4.
Whether a shipment is to be insured
Port of Entry
by the importer depends upon the terms s/s Agents.
of the sale. In some cases, the insur
ance is taken out by the shipper for the
account of the importer and is charged
Goods Shipped
Date of
for as a distinct item in invoices ren
Remarks
Pur
dered. In other cases, the purchase
chase Descriptionand Marks Amount
price includes this item, as in the case
of sales made “C.I.F.,” the point of
destination, when cost, insurance, and
freight are added to give the billing
figure. In any event, details of all
shipments are entered in the memoran
dum insurance register, upon arrival of
the carrier vessel, from the documents
which are received from the foreign
exporter, and the facts with respect to
Shipping Instructions
the individual shipments are reported
Customer’s
Date
Billing Amount
Car No.
Description
Name
Billed
Folio
Billed
to the insurance company. The marine
Date of
&
Destination
Ship’t Carrier Route
insurance register includes columns as
Initials
follows:
Open Policy No. B/L Date
Our No.
Merchandise Insured
Insurer
Valuation:
Marks
In Dollars
Numbers
Rate of Exchange
Steamer
In Foreign Currency
Sailing:
Insurance:
From
Rate
To
Amount
Storage Record
The details necessary for insertion in
the several columns are readily obtain
able from the shipping documents. The
Description
Whse.
of
Stored From To Rate Date Amount Receipt
valuation of the shipment is shown in Amount
Goods
At
Paid
Paid
No.
both United States and foreign currency.
The amount of insurance premium
payable is calculated and entered in the
Insurance column; if coverage has been
secured by the foreign exporter, the
fact is noted in these columns in lieu of
entering the amount of the premium.
Policies and certificates usually con
tain a clause that, in the event of loss
or damage, notice must be given to a
certain agent of the underwriter; strict
compliance with the terms of this clause
is essential. The documents which
Shipment Record (Form

Recapitulation
Goods Arrived:

Amount Sold
Amount Stored
Amount Lost

Amount Abandoned
Amount Short-Shipped

Total

2)
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Shipment Record: The progress of
a shipment may be analyzed into a series
of definite movements. When the goods
are placed aboard a steamer by the
exporter, the importer’s interest in the
movement commences. Through the
use of a single, suitably arranged record
sheet for the shipment, all the move
ments of the shipment from the time
it leaves the foreign country until it
reaches the port of destination can be
controlled. This record sheet is routed
through the various departments in
terested; it is used as an internal check
upon other important records, and is
finally filed away for reference purposes.
The shipment record sheets are num
bered consecutively and are indexed ac
cording to the name of the steamer.
The form of the record is shown in

Name of Steamer
Data for Ocean Freight:

To Whom Paid
Date Paid_____________________
Tonnage:
Tons

Cwts.
Qrs. ______________________
Lbs.______________________
Total Tonnage_________________

Exchange Rate @
Amount Paid $

Page 11

handling of duties and entry or bonded
warehousing are entered in the proper
spaces on the shipment record. The
entries by this department having been
completed, the shipment record is trans
ferred to an “on dock” binder and
returned to the traffic department.
The “on dock” binder will then con
tain the shipment record sheets of
goods on dock and passed by the cus
toms. The traffic department arranges
for final disposition of the goods, either
by storing the merchandise or by ar
ranging for shipment to the customer.
If the goods are shipped to the customer
directly from the pier, the Customer’s
name is entered on the shipment record
sheet in the space provided; if the
merchandise is stored, notations are
made from the receiving sheet of the
warehouse or from the warehouse receipt.
The shipment record is then sent to
the billing department, which issues
proper invoices to the customers to
whom the goods were shipped. Suitable
entries are also made from the shipment
record to the stock records. The ship
Refund Ocean Freight___________ ___ ment record is then sent to the ac
counting department, which records
By Whom Paid
details of charges for ocean freight,
demurrage, marine insurance, wharfage,
Date Paid
and other incidental expenses in connec
Tonnage:
tion with the shipment. All charges
against any one shipment will eventually
Tons
be recorded in the shipment record, so
Cwts.
that it will serve as a check upon the
costs as determined by the cost record.
Qrs.______

Form 1; the reverse side of the sheet is
shown in Form 2.
When the exporter notifies the im
porter by cable of a shipment, the name
of the steamer is immediately recorded
on a shipment record sheet. The
shipment record sheet is then sent to
the traffic department where it is filed
in an “enroute” binder. The traffic
department records all necessary in
formation on the sheet as it becomes
available, up to the time of the arrival
of the shipment.
The shipment having arrived, the
record sheet is transferred to the
“duty” binder and is sent to the custom
house department, which handles the
entry of the goods and pays charges
for duties, if any, or arranges for storage.
All details in connection with the

Lbs._______________________

Total Tonnage _____________

Exchange Rate @_____
Amount Paid $
Demurrage:_________

Wharfage:
To Whom Paid
Date Paid
Amount Paid

To Whom Paid
Date Paid

Amount Paid

Marine Insurance:

Miscellaneous Charges:

Data for Duty:

Custom House Broker:

Date Paid
Rate of Duty
Tonnage
Amount Paid

Appraisement

Additional Duty
Refund Duty___________
Custom House Entry No.
Bonded Entry No.

Payments Made:

Entry Charge
Bond
Stamp

Additional
Total Paid

Date Paid
Miscellaneous Data:

Remarks:

Shipment Record—Reverse Side (Form 2}

Cost Record: In order to collect
facts with respect to the total cost of
each shipment for managerial use, a
form of cost record, as is shown in Form
3, is used. Entries upon the cost sheet
are posted from the distribution columns
of the cash disbursement book and from
other records by a cost clerk in charge
of the cost records. As has been
indicated, the cost record is a memoran
dum record only, and is not under
bookkeeping control by the general
accounting records.

Letter of Credit Book: If letter-ofcredit transactions are numerous, a
memorandum record known as a letterof-credit book may be used, providing
columns as follows:
Vessel
From:
Port
Date
Due
Date Arrived
Number of Packages
Shipper
Letter of Credit:
Date Issued
In Favor of
Number
Nature of Letter of Credit
Amount (Foreign Currency)
Date of Expiration
Bank Notification:
Date
Letter of Credit Number
Shipper
Amount of Draft (Foreign Currency)
Amount of Draft (Dollars)
Settlement of Obligation:
Date of Payment of Draft (in Foreign
Country)

Pace Student
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Date of Settlement
Amount (Foreign Currency)
Rate of Exchange
Amount in Dollars
Balance:
Amount (Foreign Currency)
Rate of Exchange
Amount in Dollars
A page in the letter-of-credit book is
provided for each bank with whom
letter-of-credit transactions are carried
on. When arrangements have been
made with the bank for the issuance of
a letter of credit, details with respect
to the letter of credit are entered in the
several columns under the heading
Letter of Credit; no financial entry is
made in the general books at this time.
The letter of credit or notification of
its issuance is sent to the exporter
abroad, who, when he makes ship
ment of the merchandise ordered,
attaches the shipping documents to a
draft which he draws under the letter
of credit upon the importer’s bank in
the United States. At the same time,
he notifies the American importer by
letter or cable of the fact of shipment,
and the information which becomes
available is entered in the first few
columns at the left of the letter-of-credit
book.
The importer’s bank, in due course,
receives the draft with the shipping
documents attached, and notifies the
importer of the amount of the draft
and the date the importer will be ex
pected to reimburse the bank for credit
extended by it. Proper information
regarding this notification is entered in
the columns under the heading Bank
Notification.
Eventually, the importer must settle
his obligation to the bank. When such
settlement is made, notation is entered
in the letter-of-credit book.
If the amount of the letter of credit
originally issued was in excess of the
amount of the draft drawn against it,
a balance would be carried to the Balance
column in the letter-of-credit book. If
the balance was not drawn against up to
the time of the expiration of the letter
of credit, this balance would lapse, and
notation of the fact would be entered
in the Balance column.
Accounting Records Peculiar
to Import Business
Records necessary for the operation of
the ordinary commercial enterprise,
such as the general journal and the cash
receipts and disbursement records, are
found in use in the handling of import
transactions. A columnar journal is
used for convenience in obtaining totals
for summary entries to certain accounts.
The cash disbursements book provides
columns for analysis of the charges to
show the various kinds of cost incurred
in connection with the handling of
merchandise, in addition to columns to
show the settlement of domestic and
foreign accounts payable—in the latter
case in foreign currency and in American
dollars.
Aside from the records in use in ordi
nary commercial work, special records
have been developed to fit the needs of
import accounting, the chief among
which is the import register.

Direct Settlement of
Foreign Accounts Payable

Import Register: The import regis
ter is the purchase book for foreign pur
chases, and provides columns as follows:

Steamer
Date Arrived
Marks
Number of Packages
Total Weight
Price

Amount in Foreign
Currency
Rate of Exchange
Amount in Dollars
Shipper
Remarks

Upon arrival of merchandise in port,
entry is made in the import register by
the accounting department from the
purchase invoice, consular invoice, and
other miscellaneous documents, which
have been compared with and entered
upon the shipment record previously
described. The amount in dollars is
determined by converting the amount of
foreign currency at the rate of exchange
in effect at the time the transaction
occurs. At the end of the month, the
Amount in Dollars column in the import
register is recapitulated, and an entry is
made as follows:
PURCHASES................................ $4800
To FOREIGN ACCOUNTS
PAYABLE........ ............
For import purchases for month,
amounting to £1000

$4800

Posting to the account Foreign Ac
counts Payable is made in both pounds
sterling and dollars.

Settlement of a foreign account pay
able may be made by the purchase in
the United States of the required number
of units of the foreign currency, which
are then sent abroad. The purchase of
this currency is usually accomplished by
the purchase of a draft, drawn by some
one in the United States upon a bank or
other organization in the foreign coun
try. Entry of the check for the purchase
will be made in the cash disbursements
book in the usual course. Assuming the
settlement at the exchange rate of 4.85
of an obligation in the amount of £1000
entered in the import register at the
rate of 4.80, it is apparent that if the
rate of exchange on the date of the pur
chase of the draft is different from the
rate at which the liability was set up
in the import register, a profit or loss
from exchange fluctuation will result.
Stated in journal entry form, entry for
the settlement of the obligation would
be as follows:
FOREIGN ACCOUNTS
PAYABLE............... $4,800.00
PROFIT & LOSS ON EX
CHANGE FLUC
TUATIONS .............
50.00
To CASH.........
$4,850.00
For settlement of foreign
obligation of £1000, bypurchase of draft at ex
change rate of 4.85.

Date of Purchase

Number

Ex. Ship

Cost Clerk

Shipper

Checked

Merchandise
Purchased

Quantity Purchased
Kilos

Pounds

Gallons

Tons

Cost (Exclusive of Charges)

Miscl.

Foreign
Rate of
Currency Exchange

American
Dollars

CHARGES

Duty

Ocean
Freight

Bankers’
Commissions

Custom
House Fees

Cost Per Unit:
Value of Goods Purchased_____

$

Charges
Total Cost of Shipment

Cost Per Unit______________

$

Cost Sheet (Form 3)

Miscel
laneous

Total
Charges
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Settlement of Foreign Account
Payable Through Letter of Credit

The importer, in due course, is in
formed by the bank of the maturity of
his obligation to it (i.e., the amount
which the bank will require to meet the
exporter’s draft upon it); he may settle
the obligation by check, or may instruct
the bank to charge the item against his
account. Entry is made in the cash
disbursements record, the effect of which
is as follows:

Accounts With Foreign Bankers
It is customary for a large importer
to have bank accounts in foreign cities.
This procedure saves his bankers’
charges, and enables him to take ad
vantage of favorable exchange fluctua
tions, by having available balances
against which he can draw in settle
ment of purchase obligations. The
balances are created by buying exchange
at the time of placing merchandise
orders, or by buying in advance and
depositing with the foreign bank the
funds so bought. The importer may
protect himself against a possible rise
in the cost of exchange by entering into
a contract with a bank that he will
purchase foreign currency at a future
date, at a price agreed upon at the time
the contract is entered into. If the
purchase of exchange is left until the
date of settlement, exchange fluctua
tions might wipe out all his anticipated
profits on transactions. Future ex
change is often at a premium over spot
exchange (i.e., exchange bought cur
rently for immediate use), the premium
becoming larger in direct proportion to
the length of time involved. This pre
mium, accordingly, must be allowed for
by the importer in bidding for goods to
be imported.
A separate cash account is set up on
the financial books to record the balance
with each foreign bank. When the
transactions are few, they may be re
corded in the journal; when they are
numerous, a separate cash book is
opened for each bank. The columns for
a cash disbursements record for accounts
with foreign bankers are as follows:
Date
Cash Withdrawn:
Foreign Currency
Rate of Exchange
American Dollar Value
Payable to
Charges: (American Dollar Value)
Foreign Accounts Payable
Ocean Freight
Bankers’ Commissions
Sundries
When an account is opened with a
foreign banker entry is made in the
domestic cash disbursements book for
the check that is drawn purchasing
the foreign moneys or credits which are
forwarded to the foreign banker. The
banker is charged and Cash account is
credited. The entry is made in the
foreign banker’s account in dollars, and
the foreign currency amount is also
entered in memorandum form in his
account.
When withdrawals are made, the
details of the transaction are entered in
the cash disbursements book for the
foreign banker in American dollars and
in the foreign currency, conversion
being made at the rate at which the
remittance was made to the foreign
banker. Entry is made from the foreign
banker’s cash disbursements book, thus:

BANKERS COMMISSIONS . .. $xxxx
TENTH NATIONAL BANK . . xxxx
To CASH................................
$xxxx
For settlement of obligation aris
ing under Letter of Credit No.
.......... , for £500, at exchange
rate of ................

FOREIGN ACCOUNTS PAYABLE
OCEAN FREIGHT.............................
BANKERS’ COMMISSIONS.............
SUNDRIES (POSTED IN DETAIL)
To FOREIGN BANKER No. 1. .
For disbursements made from funds
on deposit with Foreign BankerNo. 1.

When a foreign creditor’s draft is
accepted by a bank under a letter of
credit that it has issued, the importer
is notified, and entry is made on his
books to record the fact. He becomes
indebted to the bank for the amount
of the draft. Entry is made to record
this liability as follows:
LETTER OF CREDIT..................... Sxxx
To TENTH NATIONAL BANK
Sxxx
For liability by reason of acceptance
by bank of draft drawn by...............
under L /C No................ . payable
..............., 19..;£.... at................

The fact that the foreign exporter has
drawn a draft, under the letter of credit,
which has been accepted by the agents
of the bank issuing the letter of credit,
effects a settlement of the importer’s
obligation to the foreign exporter. He
may, therefore, make an entry upon his
general books, the effect of which is as
follows:
FOREIGN ACCOUNTS
PAYABLE............. $2,400.00
To LETTER OF CRE
DIT ...........................
$2,400.00
For settlement of account
payable by reason of draft
drawn by creditor under
Letter of Credit No..........

As in the instance of direct remittance,
if the foreign creditor’s account has been
set up at a rate different from the rate
at which the draft was accepted by the
bank, a profit or loss would result.
Thus, if the foreign account payable
showed the obligation to have been set
up at £500 at 4.82, or $2,410.00, and
the draft were accepted by the bank as
£500 at 4.84, a loss due to exchange of
two points, or $10.00 would result to
the importer, since he would be required
to pay the bank eventually $2,420.00.
Accordingly, the records are adjusted by
an entry as follows:
PROFIT & LOSS ON FOR
EIGN EXCHANGE........... $10.00
To FOREIGN ACCOUNT
PAYABLE...........................
$10.00
For difference in exchange as under:
Balance of account,
£500 at 4.82 ..
$2,410.00
Draft under L/C
£500 at 4.84 ..
2,420.00

$

10.00

$xx
xx
xx
xx

$xx

As in the instance of the purchase of
drafts for direct remittance to a creditor,
the American dollars value of a certain
quantity of the foreign currency with
drawn from the foreign bank for the
purpose of meeting a foreign account
payable may be greater or less than the
American dollars value of the liability
as it was set up on the books. For
example, a foreign account payable for
£1,000 may have been set up at 4.83,
and would appear as $4,830.00. £1,000
when remitted to the foreign banker
may have cost $4,625.00, and the
foreign banker’s account would have
been charged with $4,625.00. When
the £1,000 is withdrawn from the
foreign banker’s account, the account
may be credited with only this amount
($4,625.00), but as the foreign account
payable must be charged $4,830.00, a
credit for the difference, $205.00, must
be made to a profit account.
Arbitrary Exchange Rates

Frequently, arbitrary rates are used
for the purposes of conversion. Thus,
a liability to a foreign creditor for
£1,000 may be converted at 4.86 and
entered in the import register as
$4,860.00, no matter what the actual
rate prevailing at the time of the
transaction happened to be. A remit
tance of £3,000 to a foreign banker may
have been purchased at 4.82, or $14,
460.00. Notwithstanding the actual
purchase price, the banker’s account
would be charged for £3,000 at the
arbitrary rate adopted, 4.86, or $14,580.00, and the difference, $120.00,
would be credited to a profit account.
This, however, is not a true profit at
the time, and results in a distortion of
profit results.
When arbitrary rates of conversion
are used instead of actual rates, a
computation should be made, at the
time of closing the books, of the actual
value of the foreign currency held in
the foreign bank, and an appropriate
adjustment is made to the balance in
the foreign banker’s account. Thus,
if the account with Foreign Banker X
showed £5,000 on deposit, converted at
the arbitrary rate of 4.86, the balance
in dollars would be $24,300.00. If, at
the time of closing the books, it were
found that the actual value were only
$23,200.00, the banker’s account would
be written down $1,100.00, and a
corresponding charge would be made to
Profit & Loss account.
Appropriate adjustment would be
also made of any other type of foreign
account (customers’, creditors’, etc.) to
change the arbitrary valuation in
American dollars to the true valuation.
In this way, the error occasioned through
the use of arbitrary conversion rates is
corrected.

(The End)
A REGIONAL MEETING of the
American Institute of Accountants will
be held at Toledo, Ohio, on December 6,
1924. The entire meeting will be de
voted to a discussion of “Reports, their
preparation and analysis.”
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in the auditor’s office will throw con
siderable light on the principles dis
cussed in the preceding pages and, in
cidentally, will enable one to trace each
financial transaction into the general
(Continued from Page 4)
books of account. The records follow:
Cash receipts and payments regis
This summary reflects waste and ex ter.—The general cash record (Form 8)
The direct purchases consist of perish
able articles, which must be delivered travagance in the use of provisions and in the hotel under consideration is very
immediately to the producing depart supplies, and enables the management simple, because of the fact that the
ments, such as the kitchen, pantry, etc., to take the necessary steps to remedy major forms of income are recorded in
where they are placed in refrigerators any unsatisfactory operating condition. an earnings record, and the majority of
Silverware and linens are stored in a disbursements are petty in their nature
and used as ordered by the guests. An
official, known as a “steward,” has separate stockroom in charge of a stock and therefore made through the petty
cash fund and recorded in the petty cash
disbursements record kept at the front
Month of................................
office. Necessary columns are provided
on each side of the cash register. All
Pantry
Kitchen
Bake Shop Pastry Shop cash received from guests in settlement
Total
of their accounts, from interest, divi
Sales
dends, and miscellaneous sources other
Cost
than those listed in the earnings record
Gross Profit
as entered on the left side, and all dis
bursements made on account of guests,
payments to creditors in settlement of
Form 7—Summary of Food Costs and Sales
hotel obligations, payments on pay-roll
account, and miscellaneous disburse
Month...............................
ments are entered on the right.
Total Vouchers
Total In Divi Cash
The cash income reported by the
Date Account Fol Guests terest dends Earn Miscl. Date Account Fol Guests Payable Miscl. various persons receiving cash income—
ings
restaurant cashier, cigar-stand clerk,
telephone operator, etc.—are extended
to the cash earnings column on the debit
side. The total of this column is credited
to Cash Earnings account. This ac
count is merely a clearing account, it
being debited with a similar amount
from the earnings record, as will be
seen.
All columns are totaled at the end of
Form 8—General Cash Record
the month, the totals being used as the
general supervision over all departments clerk and are controlled, to some extent basis of a journal entry, in pro forma
having to do with the preparation and at least, by a record of the items on hand form, as follows:
serving of meals. The quantity of kept in the auditor’s office. It is not
perishable articles on hand should not practicable to prevent theft of linens CASH....................................................... $ . . .
be more than a two-day supply, the from rooms by guests. The amount of
TO GUEST LEDGER CONTROL.
$. . .
INTEREST RECEIVED........
quantity being kept low in order to depreciation written off annually on
DIVIDENDS
RECEIVED.
.
.
silverware
and
linens
is
extremely
high.
avoid waste through deterioration, spoil
CASH EARNINGS.................
age, and the like.
MISCELLANEOUS INCOME
General
Books
The stores purchases consist of those
For total monthly receipts, as per Cash
articles that are not of a perishable
Book.
A description and illustration of the
nature. These are delivered to the most important books of account kept
storeroom, where a record of the receipt
of the materials is made on stores
ledger cards kept for each class of pur
Month of ....................................
chase. The articles are placed in proper
receptacles and forwarded to the various
Laundry
Etc., Etc.
Date
Rooms
Restaurant
departments only upon requisition duly
approved by the head of the department.
Cash Charge Cash Charge Cash Charge Cash Charge
At the end of each day the receiving
clerk forwards all receiving reports to
the auditor’s office. Here they are kept
until the creditors’ invoices are received,
when they are checked with the latter
Form 9—Earnings Record
and an entry passed, in pro forma
forms, as follows:

Accounting Procedure in Modern Hotels

PURCHASES........................................ $. ..
TO VOUCHERS PAYABLE CON
TROL..........................................
$...

To record total amount of food
supplies purchased during the
month of.....................................

The management secures information
as to the food control system through
the use of a “daily analysis of food
costs and sales ” which is summarized
at the end of each month. (Form 7)

Voucher Register—Month of...............................

DEBITS

CREDITS

SETTLEMENTS

Salaries Adver Legal Meats Etc. Misc. Date Vou. Name of Fol. Amount Date Fol. Amount
& Wages tising Expense
No. Creditor

Form 10—Voucher Register

1924
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GUEST LEDGER CONTROL.......... $. . .
VOUCHERS PAYABLE CONTROL . . .
MISCELLANEOUS.....................................
TO CASH..........................................
$. . .

For total monthly disbursements,
as per cash book.

Journal.—This record is in the usual
form, with two money columns at the
extreme right, and does not require de
tailed explanation or illustration. It is
used in the hotel under consideration for
summary journal entries and entries that
will not classify in other books of original
entry.
Stock Ledger.—In this ledger there
is kept, by suitable classifications, a
record of all silverware and linens on
hand—in effect a perpetual inventory
record. This record needs neither de
scription nor illustration, for it is in
practically the same form as a stores
ledger used in a factory.
General Ledger.—This record is
used for the purpose of assembling debits
and credits by accounts. All classifica
tions appearing in the general books of
account are entered therein, and the
balances are abstracted at stated in
tervals and used in the preparation of
trial balances and balance sheets. A
profit and loss classification is also con
tained therein, to which all nominal
elements are transferred, and from which
the profit and loss statement is pre
pared.

Earnings Record.—A hotel of the
type under consideration keeps a book
known as an “earnings record’’ (Form
9), which contains a record of income
from all sources by classifications, sub
divided as to income received in cash
and charged to guests. At the end of the
month the various columns are totaled,
the totals forming the basis of the
following pro forma journal entry:
CASH EARNINGS............................. $. . .
GUEST LEDGER CONTROL...................
TO ROOM INCOME.....................
$. . .
RESTAURANT INCOME . . .
LAUNDRY INCOME............
CIGAR INCOME, ETC...........

To record total income for the
month of....................... , as per
earnings record.

Voucher Register. — This record
(Form 10) is used for the purpose of
recording all purchase and other ex
penditures on a credit basis.
The totals of the various debit and
credit columns are determined at the
end of the month, and used as the basis
of the following pro forma journal
entry:
SALARIES & WAGES......................... $. . .
ADVERTISING............................................
LEGAL EXPENSE......................................
ETC., ETC.......................................................
TO VOUCHERS PAYABLE CON
TROL.............................. ............
$...

To record total expenditures in
curred during the month of . ..
..................... , as per Voucher
Register.

Federal Reserve Bank
Field Trip
ERHAPS the most interesting
field trip conducted this year by
Pace Institute, day-school division,
was a visit on October 30th, to
Federal Reserve Bank, now located in
its new building at Nassau Street and
Maiden Lane, New York City.
The building which has been recently
opened is considered the acme in bank
building construction in the world. Its
massiveness suggests the financial
strength that is massed in this great
banking organization.
Upon arrival at the bank, the students
assembled in the bankers’ room, where
they were met by the personnel manager.
The visitors were divided into groups of
six for the purpose of being conducted
through the building. The entire build
ing was thoroughly inspected, beginning
with the vaults, many feet below the
level of the street, and afterwards
through the many departments on the
upper floors. The guide in charge of
each group explained the working
details in each department in a clear
and interesting manner. The students
expressed keen appreciation of the ex
treme courtesy shown them on every
hand.
The vault, in which was stored on the
day of the visit forty million dollars
gold reserve, was of especial interest.
A recent edition of the New York
Telegram and Evening Mail carried
an interesting description of this wonder
vault.
“For example,” says the TelegramMail, “The vault in which reposes
more wealth than ever Midas dreamed,
not only tops all other bank vaults in
the world in point of size, but it makes
them look like toy banks for strength.
Let your imagination dwell on walls
ten feet thick, of a type of construction
selected after a series of tests by the
Federal Reserve Board, assisted by the
United States Bureau of Standards.
“TNT scarcely leaves a scratch on
the surface of those walls. Dynamite
is as a penny Fourth of July firecracker.
Oxy-acetyline torches are mere sputter
ing candles.
“This may sound like bad news to the
foreign nations who are so eager to
crash the bulwarks behind which lie fat
American loans. Such elaborate means
for protection augurs ill for the loose
distribution of our dollars.
“Not a chance to leak through the
doors through which the line of com
munication with those rich federal hordes
are maintained. Revolving portals, six
in number, turning on vertical axes
inside of a steel frame imbedded in the
walls of the vault. The three main
doors of steel are ten feet thick and
weigh 230 tons each. Emergency doors
are eight feet thick and weigh 185 tons
each.
“Is there, think you, a bandit or
collection of bandits with enough
ambition to argue with six hundred and
ninety tons of steel, knowing there are
five hundred and fifty-five waiting to
continue the discussion?”

P
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Harold E. White
A beginner in an accountancy office
at sixteen, a second-year student in
accountancy, his brief but active course
completely run at twenty—this, in
the
brief, is the life-story of Harold E. White,
an advanced student at Pace Institute,
who died on the 8th of October.
This ambitious young man started to
work for Touche, Niven & Company as
an office boy when he was sixteen years
old. He became interested in ac
countancy practice to such a degree that
his superiors allowed him to help the
accountants occasionally with matters of
minor detail. His mother and three
sisters, because of this interest in prac
tice, arranged for him to study ac
countancy at Pace Institute. He made
creditable progress, and was studying in
the third semester when the condition of
his health made it necessary for him to
go to the country. Notwithstanding
everything that could be provided in the
way of treatment and care during the
past two years, he was unable to regain
normal health and died at his home, 681
Grandview Avenue, Brooklyn, on the
8th of October, as before stated.
A creditable record, indeed, has been
left by this young accountant. Each
day he performed, not only the ordinary
duties of life, but the constructive acts
that tended to develop his ability and
to increase his usefulness to society.
He took the most modest kind of posi
tion; and, by reason of interest in the
affairs of his employers, he opened the
way to advancement and knowledge.
His associates in work and study will be
deeply grieved to hear of his untimely
death, and their sympathy and the
sympathy of the teachers of Pace
Institute are extended in the fullest
measure to the sorrowing mother and
sisters.

WILLIAM S. COLE, a former Pace
Student, Extension Division, has re
cently opened law offices in the Graham
Building, Bangor, Maine.
MORRIS LEVINSON, a former student
at Pace Institute, New York, was among
the successful candidates who sat for the
New York C.P.A. examinations in
A. E. CLARK, C.P.A. announces the
opening of offices for public practice of
accountancy at 311 Fifth Avenue, New
York. Mr. Clark is a former Pace
student.
W. J. CHRISTIAN, C.P.A. (Alabama),
was recently elected to a membership in
the Council of the Alabama Society of
Certified Public Accountants.
Mr.
Christian is a former student of Pace
Institute, New York.

OSCAR I. KOKE, certified public ac
countant of Oregon, announces the
opening of an office at 1012 Fidelity
Mortgage Building, Cleveland, Ohio.
Few finish where many start.
The dividends in study, as elseware,
come to those who finish.
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An Interesting
Criticism
A TENTION is called to the fol
T
lowing correspondence in regard
to an editorial which appeared
in the October issue of The PACE
Student.
“Reference is made in your October
issue to a recent statement of vocational
statistics published in ‘Echoes’ of
the Pittsburgh School of Accountancy.
Your article goes on to say that the
statement in question clearly defines the
opportunity for the young man or young
woman in the profession of accountancy.
“It so happens that I wrote the Pitts
burgh School, criticizing the conclu
sions drawn from the figures submitted,
and I am now drawing the subject to
your attention. How can you possibly
justify the stand that because there are
in the United States 135,000 physicians,
124,000 attorneys, 54,000 engineers and
50,000 druggists, that a great oppor
tunity is open to the young men and
women in the profession of accountancy,
inasmuch as that profession boasts of
but 5,000 members?
“I believe accountancy offers great
opportunities, but my conclusions are
not arrived at by the reasoning employed
in your article.”
Mr. Homer S. Pace replied to the
reader, as follows:
“Your interesting criticism of Octo
ber 8th, with regard to a short editorial
in the October issue of THE PACE
STUDENT entitled ‘Accountancy—A
Field of Opportunity,’ is received. We
did not intend to do more than to call
attention to the small number of certified
public accountants when considered in
relation to the numbers of practitioners
in the older professions. There is
obviously little or no relation between
the number of public accountants and
the number of physicians.
“So far as attorneys are concerned, it
is probable that 80 or 90 per cent. of all
the services performed by attorneys
relate to property and financial matters,
and there is no question in any one’s
mind but that a tremendous amount of
tax and investigative work now per
formed by certified public accountants
would in the absence of such accountants
be performed by attorneys. One who is
able to think back 20 or 25 years can
appreciate the steady development that
has taken place in the work of the ac
countant as related to matters formerly
handled by attorneys. My own impres
sion is that there is a good deal of
significance to the fact that there are on
the average approximately 100 certified
public accountants to each state of the
union, while there are on the average
2500 attorneys in each state. To put
it in another way, there is on the average
one certified public accountant to each
22,000 population, while there is one
attorney to each 900 of population.
“If one takes these figures and con
siders them in relation to the extent and
the character of the development of the
practice of accountancy, I think he will
find that there is some ground for think

December

than the term accounting, has gradu
ally increased as the scope of the work
of the public accountant has broadened.
The term accounting, to my mind, is
limited to the recording of financial
transactions and the presentation of
financial conditions and results, together
with the constructive work necessary to
provide forms and procedures of a book
keeping nature.
“In reply to your specific inquiries, I
should say ‘the field of accountancy’;
I should say,' also, ‘the profession of
accountancy’; I should say ‘the study
of accountancy,’ if I meant a complete
course preparing for accountancy prac
tice; and I should say ‘the study of
accounting,’ if I referred to the design
and operation of accounting records and
the presentation of accounting facts in
accordance with the principles and prac
HE Editor of THE PACE STU tice of double entry; I should say ‘the
DENT received, not long since, science of accounting’; but I could
from Edwin Jones & Company, hardly apply the word science, in its
certified public accountants, Chicago,
strict sense, to the entire work of ac
the following letter with regard to the countancy; and I should say, as indi
use of the terms accountancy and cated before, ‘course of instruction in
accounting:
accountancy,’ or ‘course of instruction
“In connection with our work the in accounting,’ depending upon the
exact difference of and the differentia scope of the work covered.
tion between the two terms accounting
“There are some fine distinctions as to
and accountancy have been receiving the form of the word accountancy, and
considerable attention.
I believe some one has suggested ac
“If it is not too much trouble, we councy as a preferable form. Words
would appreciate very much your are more commonly made by common
giving us your understanding of the usage than by scientific procedure, and
distinction between the two. To make the term accountancy has become so
it clear and distinct, which term in your well established by usage that it is not
judgment should be used in the follow likely to be supplanted by any other
ing connections:
term.
‘‘I have given you in this letter the style
“The field of accountancy—or the
that has been adopted consistently by
field of accounting.
“The profession of accountancy—or Pace Institute for eighteen years and
more, and I presume that the acceptance
the profession of accounting.
“The study of accountancy—or the of our ideas by 50,000 students or more
has had an appreciable effect upon
study of accounting.
“The science of accountancy—or the usage. I know of no practicable method
of handling the matter except the one
science of accounting.
“Course of instruction in account that I have above indicated.”
ancy—or course of instruction in
accounting.
“Can it be that accountancy is the
former term and that the term ac
HE growing importance of women
counting is now more or less replacing
in filling executive positions in
the term accountancy? Is the term
large business and financial organ
accountancy used entirely in these
izations is reflected in a recent announce
connections, or may the terms be used ment, by the Chase National Bank of
interchangeably?
New York, of the appointment of Miss
“Your courtesy in giving us your ideas Mary Vail Andrees to the position of
on these points will be greatly appre assistant cashier.
ciated, and for this we thank you in
Miss Andrees has been engaged with
advance.”
the Bankers Trust Company for the
The Editor’s reply to the foregoing was last four years in the Paris office. The
as follows:
appointment is of significance in the
“To my way of thinking, the work of banking circles in that Miss Andrees’
the professional accountant requires a appointment is the first in a large down
working knowledge of the principles of town bank. Miss Andrees has been
law, of the science of accounting, of prominent in Red Cross work and holds
business organization and procedures, several noteworthy citations for work
and of the principles of economics that with the Red Cross organization and in
relate to capital, profits, taxation, ex the Near East.
change, interest, rents, and the like.
Miss Andrees’ appointment discloses
The work of the professional accountant, some interesting facts relating to the
involving a knowledge of these subjects Chase organization. In 1914 there was
in their theoretical and practical aspects, but one woman employee in the entire
must, for convenience, be described by personnel. At the present time there
one term. I personally prefer for this are three hundred and ninety-three
purpose the term accountancy. I women among the one thousand four
have observed that the use of the term hundred and eighty-one employees in
accountancy, which is much broader this large banking institution.
ing that accountancy presents, as the
editorial indicates, ‘practically a virgin
field.’
“I quite agree that there is no point
to comparing accountancy with the other
professions mentioned, unless it might
possibly be engineering. The article
was merely a review, and no opportunity
was afforded for a very full discussion of
the matter. This article may well be
considered in connection with the article
in the same issue entitled ‘The Growth
of Professional Accountancy,’ in which
the attempt is made to state the matter
more fully and precisely.”

Accountancy and
Accounting Defined
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Banks Need Women
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